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Overview

Over the last four years, the Administration has produced the four biggest deficits in history, and
the 2006 deficit of $423 billion is projected to be the largest of all. Clearly, this
Administration’s policies continue to take the budget in the wrong direction. Aside from the
large deficits, the budget reflects the Administration’s decision to impose harmful cuts on
important services for average Americans while protecting benefits for narrow interests. Finally,
there is far less than meets the eye in some of the Administration’s high-profile budget
initiatives.

The Largest Deficit in History — The Administration Another Record Deficit
estimates that the deficit for 2006 will be $423 billion, the iy o il e
largest in history. This deficit is $105 billion larger than the Fark | ‘fear Defict

2005 deficit of $318 billion. The deficit for 2006 without 1 2006 4423 Billion
using the Social Security surplus is even higher, over $600 e 2004 4412 Billicn
billion. Even if the Administration’s 2006 estimate proves 3 2003 4378 Billicn

to be too large, it is clear that the deficits for 2003, 2004, g =005 4318 Billion

2005, and 2006 are the four largest in American history.

Surplus Declines $8.9 Trillion $8.9 Trillion Budget Deterioration Under This
Under Repuhlican Policies  Administration — When this Administration took office, it
il ey inherited a projected ten-year surplus (2002-2011) of
$5.6 trillion. Based on a realistic estimate of the President’s
policies, that surplus has now become a $3.3 trillion deficit
over the same period of time, a dramatic fiscal reversal of
$8.9 trillion.

Administration Protects Narrow Interests While Cutting Services for Average Americans —
The Administration’s budget makes shortsighted cuts to investments and services that typical
Americans care about. The budget cuts funding for education, Medicare, Medicaid, and
environmental protection, and increases fees paid by our veterans and Medicare premiums paid
by some seniors. At the same time, the
budget protects provisions benefitting narrow
interests — such as $10 billion in unnecessary
Medlc‘are. subsidies to preferred provider Total Revenues $2.416 trillion
organizations. It also includes another round Total Expenditures  $2.770 trillion

of large tax cuts disproportionately Total Deficit $354 billion
benefitting the most fortunate.
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Budget Contains Additional, Hidden Cuts to Critical Services — In addition to the cuts
acknowledged in the budget, the Administration plans additional harmful cuts to a range of
domestic services in the years after 2007, but does not include these cuts in the publicly released
budget materials. An OMB computer printout not released with the budget shows account-level
appropriations numbers beyond 2007 — information that has traditionally been included in the
public budget materials. These figures reveal substantial cuts to domestic services beyond 2007,
even for some programs that the Administration provides an increase for in 2007, like veterans’
health care, mine safety, and nutrition assistance for women, infants, and children (WIC). Out-
year cuts are also planned for programs cut or frozen in 2007, like some education programs and
the National Institutes of Health. An Administration spokesman claims that these cuts do not
represent Administration policy, but the numbers clearly confirm concerns that the overall five-
year domestic appropriations levels in the budget will translate into harmful cuts to important
services.

Administration Budget Promises: Less Than Meets the Eye — The budget fails to live up to
some of the high-profile claims made by this Administration. For example, the Administration
claims to be committed to providing affordable health care for Americans, but this budget
includes increases in Medicare premiums, more cuts to Medicaid and Medicare, and a misguided
plan for health savings accounts that will shift more of the cost of health care onto individual
consumers. The budget also shows that there is less than meets the eye to the Administration’s
American Competitiveness Initiative. Of the

$5.9 billion provided for this initiative for Realistic Estimate Shows
2007, more than three-quarters of the total Bleak Deficit Outlook
goes to an extension of the existing research Dtttz in Blons of Lolars
and development tax credit. The President Fetd
also claims that he is a strong supporter of el
math and science education programs. At w0 - !"’H ,
the same time, though, his budget cuts the 4100 ] :3?;;1&
funding that helps students attend college. 4200 |

-§300 4
True Picture Is Even Worse Than -4aao
Administration’s Numbers Reveal — The 450 {  Actual Deficit/Surplus E:‘;!:::::

Administration’s budget does not reveal the = -teee -
full extent of the deficit problem that its
policies have created.
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First, the Administration’s budget shows no deficit figures at all after the first five years, thus
masking the $1.5 trillion deficit impact (2012-2016) of the Administration’s tax cuts and the
$631 billion deficit impact of the Administration’s Social Security privatization plan over the
same period of time.



Second, the budget omits a realistic estimate of the following costs:

° full repair of the Alternative Minimum Tax (AMT), which increases the deficit by $844
billion over the next ten years if the Administration’s tax cuts are extended;

o realistic costs for ongoing operations in Iraq and Afghanistan, which total $298 billion
over the next ten years beyond the amounts included in the President’s budget, according
to a Congressional Budget Office (CBO) scenario.

When these omitted costs, including debt service, are factored into the estimates, the deficit over
the next ten years (2007-2016) is $3.9 trillion, with triple-digit deficits never falling below
$294 billion per year.

Deficits Much Worse than Administration Acknowledges
Unified Deficit in Billions of Dollars

2007-

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2016

Bush Budget -354 -223 -208 -183 -205

Bush Budget
Including Omitted -386 -308 -313 -294 -329 -342 -401 -442 -484 -556 3,857
ltems




Deficits and Debt

Record Deficits and No Plan to Balance the
Budget — The Administration minimizes its
track record of four record deficits in the last
four years, and claims that progress is being
made on the deficit. In fact, since this
Administration took office, the budget outlook
has gotten continually worse. The Bush
Administration’s first budget estimated a
surplus of $305 billion for 2006; today’s 2006
deficit estimate of $423 billion thus represents a
$728 billion deterioration under this
Administration for this year alone. The same
trend is evident in the deficit projections made
for fiscal year 2007.

Projected Surpluses Become
Huge Deficits

el and Predicted Bud gt Spiuses ad Deficits in Billims

Bush Fi2002 Fropetions
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Bush Administration’s Surplus/Deficit Projections
(in billions of dollars)

Budget FY 2006 FY 2007
February 2001 $305 $340
February 2002 $86 $104
February 2003 -$201 -$178
February 2004 -$268 -$241
February 2005 -$390 -$312
February 2006 -$423 -$354

All figures include the impact of the Administration’s proposed policies.

Spending Cuts Don’t Begin to Pay for Large Tax
Cuts — The deficit outlook for the next five years

in the President’s budget is bleak: $1.2 trillion
over five years (2007-2011) as presented, and
$1.6 trillion if omitted items are included.
However, if the President’s policies are not
enacted, the deficit would be $413 billion better
than under the President’s plan, because the

The President's Budget Makes
the Deficit $413 Billion Worse

Tax Policies 285 Billion
Defense Supplemental 29 Billion
Saocial Security Refarm a2 Billian
Defense Appropriations Increases 74 Billion
Hurric ane Supplemental 12 Billion
mHorrDefense Appropriations Cuts -1145 Billion
Mandatory Program Cuts -BE Billion
Dehbt Service a2 Billion

Total Effect on the Deficit,

0072011 $413 Billion



President’s revenue and spending measures that increase the deficit outweigh the spending cuts
by a large amount. The cuts the President makes in non-defense appropriations and entitlement
programs (totaling $181 billion) impose real harm on working families, but together their impact
is smaller than that of the tax cuts alone, which cost $285 billion over five years. Worse yet, the
tax price tag of $285 billion only fixes the Alternative Minimum Tax for one year. AMT repair
for the full five years would boost the cost of the President’s tax plan by $263 billion over the
five-year period. In total, the deficit impact of the President’s stated tax agenda, along with a
full repair of the AMT and associated debt service, is $601 billion over five years and $3.0
trillion over ten years.

Administration Claims of Progress Are Unconvincing — The Administration claims that it is
making progress on the deficit, and that the deficit is on track to be cut in half over five years. A
closer examination of these claims demonstrates that they are not supported by the evidence.

o Understating Deficits — The Administration generates deficit numbers that appear to
show modest improvement relative to 2004 by omitting items fundamental to a realistic
forecast — such as a repair of the AMT and a full accounting of likely ongoing war costs.
When omitted items are included, the realistic 2009 deficit of $313 billion is about the
same size as the deficit for 2005, proving that the Administration is not making progress
on the deficit.

o Short-Term Focus Obscures True Picture — The Administration’s claim to be cutting
the 2004 deficit in half over five years, by 2009, might lead some to think that the budget
is on a linear path and will completely eliminate the deficit by the end of ten years. But
the realistic estimates presented here show that, on the contrary, by the end of the ten-
year window (2014), the deficit under Administration policies is likely to balloon to
$442 billion.

o Questionable Standard of Progress — The standard of progress the Administration sets
for itself is dubious: turning a record surplus in 2000 into a record deficit by 2004 and
then digging only halfway out of that deficit hole by 2009 fails to constitute an
achievement.

Administration’s Budget Requires Another Increase ]
in the Debt Limit — In 2001, this Administration’s Re P blicans Increase the

T o o
first budget estimated that its policies would require Debt Limit by $*—’ Trillion
no debt limit increase until 2008. In fact, the Seiiminieene FiibwoiDotas

Administration has requested — and the Republican e #50
Congress has granted — three debt ceiling increases May 2003 1084
totaling $2.2 trillion. In December, Treasury Mz A 1800
Secretary Snow wrote to Congress to request a fourth Pl e et 3781

debt limit increase, and the $781 billion debt limit [ Totallncreases | $3,015]

increase currently pending brings the total increases to
more than $3 trillion.



Deficits Undermine Long-Term Economic Strength — The Administration has claimed that its
record deficits are “manageable,” but mainstream

economists agree that large, persistent deficits Interest Payments on Debt Dwarf
undermine the long-term strength of the economy. Other Priorities

Such deficits put upward pressure on interest rates,

w of Dallars

crowd out private investment, and diminish yaeo

prospects for sustained economic growth. Former i oym

Federal Reserve Chairman Alan Greenspan recently » 4

_al
[

Fracidents 2007 Budget
B Net interast o BEducaton @ Hom sland Secunty * mvetarans

warned that if these large budget deficits are not ;4o
addressed, “at some point these deficits would L
cause the economy to stagnate or worse.” “

2007 &

Growing Debt Burdens Future Generations and

Wastes Resources on Interest Payments —

This Administration’s persistent deficits simply pass the cost of current policies — plus interest —
to our children and grandchildren in the form of a growing national debt. Meanwhile, although
these interest payments are obligatory, they nevertheless consume resources that would be used
more productively for other priorities if the debt and resulting interest payments were smaller.
The interest paid on this debt is one of the fastest growing parts of the federal budget and dwarfs
the size of federal expenditures on such high priorities as education, homeland security, and
veterans’ health care. According to the Administration’s own numbers, interest payments on the
national debt in 2007 alone will total $247 billion. By 2011 that figure will climb to

$322 billion.

Administration Policies Spend the Social Security Surplus — The Administration’s deficit
policies call for spending all of the Social Security surplus every year for the next ten years and
beyond. A total of $2.5 trillion will be spent over the next ten years to pay for the day-to-day
operations of government, rather than being saved for Social Security, a far cry from the
Administration’s 2001 pledge that its budget would save “all of Social Security surplus

($2.6 trillion) for Social Security.” (Fiscal Year 2002 Budget, page 7)




Taxes

Administration’s Tax Agenda Increases the Deficit — The Administration’s stated tax agenda
reduces revenues by $1.7 trillion over ten years (2007-2016). When the cost of a ten-year repair
of the AMT is factored in — along

with the cost of servicing the President's Tax Age nda
additional debt caused by this tax g
agenda — the Administration’s tax Costs $3 Trillion
policies worsen the deficit by $3.0 Bevenis Efs oy Cost 1 57 Billion
trillion. Interest: $276.3 Billion
Cost: $74.1 Billion
Cutlay E flect=s e
Tax Cuts Do Not “Payfor Interest: $10.E Billion
Themselves;” Revenues Collected AMT Repair Tt 543,53 Billion
Since Enactment of the Tax Cuts (irus President s + vear Patoh ) Interest: $166.1 Billion
Are Far Below Projected Levels -
— Some conservative economists Revenue Efiedts, Outiay Effects PetehEpst et e llon
. 2 AMT Repair Total Interest:  $453 Bill
claimed that the 2001 tax cuts i el H o
would generate such remarkable

Total Deficit (2006-2016): $3.038 Trillion

growth in income that revenue
collected would be higher after the
tax cuts due to the expanded tax base, implying that the tax cuts would “pay for themselves.”
The deterioration in tax receipts since 2001 shows this not to be the case. In the
Administration’s 2002 budget, it was stated that the President’s budget would “achieve historic
levels of debt reduction” and the Administration projected that tax revenues would amount to
$11.4 trillion between 2001 and 2005. After five years of budget deficits, the tax cuts have
failed to produce the expected results, with the Treasury instead raising $9.7 trillion since 2001 —
$1.7 trillion below the projected level.

The Joint Committee on Taxation’s estimates of the cost of the President’s three major tax cuts
sum to $1.5 trillion between 2001 and 2014, without incorporating the additional costs of debt-
servicing. Even the most ardent supporters of the tax cuts admit that the revenue growth claimed
to be generated by the cuts would not be sufficient to compensate for the lost revenue. Josh
Bolten, Director of the Office of Management and Budget, recently stated in a House Budget
Committee hearing:

Economists are in disagreement about the size of what the dynamic effect is, and I'm
hopeful that they will come to some agreement soon. But you're right. I'm not arguing
that a dollar of tax cut produces a dollar of tax revenue.



While economists still disagree over whether tax cuts adopted in a time of growing deficits are
harmful or helpful to long-run economic growth, these comments reinforce the well-established
notion that tax cuts do not “pay for themselves.”

Reductions in Revenue Cannot Be Blamed on Recent Events — Conservative economists point
to the September 11™ attacks as the justification behind the dramatic reversal in the budget
outlook. But the economic impact of September 11™ was temporary, a fact that has been
supported by both liberal and conservative economists. At a House Budget Committee hearing
in 2004, Alan Greenspan stated:

Immediately after 9/11 we had expected a very significant contraction in economic
activity, which was likely to be prolonged. Within a matter of weeks, or a few months at
the longest, it became quite evident that the economy had achieved a degree of resiliency
which we had not expected it had, and it stabilized reasonably quickly and started to
grow again at a fairly modest but eventually accelerating pace.

The Budget Reduces Benefits for Certain Low and Middle-Income Taxpayers — The budget
changes the eligibility guidelines for the Earned Income Tax Credit (EITC) and the Child Tax
Credit so that certain taxpayers no longer qualify for these benefits. By making the standards for
claiming these credits more stringent, the budget decreases the aggregate benefit of these two tax
credits by $2.1 billion over five years and $5.0 billion over ten years. Since these benefits are
most beneficial to low and middle-income taxpayers, particularly those who are working and
have families, the inclusion of this cut makes the President’s tax agenda more biased against
working-class families.

The President’s Tax Cuts Preserve the Gap Between Earned and Unearned Income — The
current tax code favors unearned income, such as capital gains and inheritance income, relative
to earned income, such as wages and salary. If the President’s tax cuts are extended, including
the repeal of the estate tax and extension of the lower tax rates on capital gains and dividend
income, this bias against employment income would be preserved. Under the President’s
budget, income received as inheritance will not be taxed at all, income received through the sale
of a capital asset will be subject to a maximum rate of 15 percent, while income earned through
employment will be taxed at a the payroll rate of 7.65 percent in addition to income tax rates up
to 35 percent. The inclusion of the Lifetime Savings Accounts and Retirement Savings
Accounts further rewards capital income relative to labor income. A tax code with such
unbalanced incentives discourages income from employment relative to other income streams, a
contradiction for an Administration that claims to value the virtues of employment.

Tax Cuts Increase Dependence on Foreign Investors and Threaten America’s Economic
Security — The rapid increase in national debt under the Bush Administration has led to an
upsurge in debt held by foreign investors, as the U.S. Treasury has increasingly turned to private



foreign investors and central banks to finance annual deficits. Foreign-held debt has doubled
under the Bush Administration; by November 2005, almost half the publicly held debt,
approximately $2.2 trillion or 46.2 percent, was in the hands of foreign investors. This is a
fundamentally different situation than in the 1980's, when debt as a percentage of GDP was also
high, but mostly held by American investors. Many economists see this as a troubling situation,
since it makes the U.S. economy vulnerable to investment actions and political decisions by
foreign holders of U.S. Treasury securities. Also, the cost of servicing this debt means that
billions of dollars will annually flow outside the U.S., causing reductions in future standards of
living as a higher proportion of future income is devoted to interest payments.

Tax Cuts Provide the Most Benefit to the Most Fortunate — The bulk of the President’s tax
cuts are focused on those taxpayers at the top of the income distribution who are least in need of
tax relief. The Brookings-Urban Tax Policy Center estimates that the extension of the
President’s tax cuts will result in almost half of the total tax cut, 45 percent, going to the four
percent of filers with incomes over $200,000. Tax filers with incomes in excess of $1 million
will receive an average tax cut in 2010 of approximately $155,000, about one hundred times the
tax cut for the average taxpayer. In addition to raising concerns about fairness, a tax cut
disproportionately targeted to the most fortunate distributes the benefits of the tax break in a way
that does not adequately stimulate consumer demand for goods and services.

Revenues as a Percentage of GDP Are Near Lowest Level in Decades — Under the
Administration’s policies, revenues as a percentage of Gross Domestic Product (GDP) are
estimated to be 17.5 percent for 2006. During the Bush Administration, revenues as a percent of
GDP have averaged 17.6 percent — about a full percentage point below the average over the two
decades prior to the start of the Bush Administration. Moreover, this situation would be worse if
not for the contribution of social insurance taxes to the revenue stream. Without this off-budget
revenue, the Administration’s record on sufficient tax revenue is even more worrisome. For
example, individual income taxes, which comprise the largest share of revenues in the budget,
are at their lowest levels since the 1960's.

New Tax Cuts for High-income Households Use Gimmicks to Hide Budget Costs — The
budget includes a provision, as it did last year, to allow households to place $5,000 per family
member each year in tax-sheltered “Lifetime Savings Accounts” (LSAs). Earnings on the
accounts and withdrawals from them would be tax-free. Households could also annually place
another $5,000 each for the taxpayer and the spouse into a tax-sheltered “Retirement Savings
Account” (RSA). These RSAs would replace IRAs, but the income limits on who can use IRAs
would be eliminated. Few of the benefits from these new savings accounts would go to families
with incomes under $100,000, because most such families can already make comparable
investments in IRAs, and few such families have such large amounts to invest. Because the
proposals would encourage high-income households to cash out existing accounts (often paying
capital gains taxes) in order to move assets into the new tax-sheltered accounts, the proposals



would generate revenues in the short run. After the first five years, however, the proposals
would reduce revenues substantially. The Brookings-Urban Tax Policy Center estimates that the
proposals, when fully in place, could cost as much as $35 billion per year.

The President’s Tax Cuts Place Undue Burden on Social Security Revenues — The growth in
the unified federal budget deficit would have been even greater if not for the excess Social
Security payroll tax revenues generated over the past few years. By cutting taxes on unearned
income, such as capital gains, inheritance, and dividend income, the President’s tax agenda
increases the reliance on payroll taxes and makes the tax code more regressive. Social insurance
taxes now comprise 37 percent of federal revenues, up from 32 percent in 2000; the budget
maintains this high proportion, collecting 36 percent of the revenue from social insurance taxes
in 2011. This shift in revenue source not only places an undue burden on those taxpayers whose
primary income is from wages and salary, but it also weakens the nation’s Social Security
system.

The Omission of AMT Reform Greatly Understates the Cost of Tax Cuts — The President’s
budget includes an extension of tax cuts for capital gains and dividend income, but excludes any
provision for repairing the AMT. If the AMT is not adjusted, an estimated 31 million taxpayers
will be subject to the tax in 2010, making its reform nearly inevitable. Since the AMT “adds
back™ a significant portion of the extension of capital gains and dividend income tax cuts, it is
important to consider the cost of the two cuts together when estimating the realistic cost of
reform. Combining the cost of adjusting the AMT with the cost of the President’s proposed tax
cuts increases the deficit by $2.5 trillion over ten years, before accounting for the extra cost of
interest payments or assuming an extension of the law allowing the deduction of non-refundable
personal credits under the AMT. The cost of fixing the AMT is $844 billion if the President’s
tax cuts are made permanent.
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Damaging Cuts and Freezes

According to Budget Director Joshua Bolten,
President Bush instructed him to “build on
last year’s progress by focusing on national
priorities and tightening our belt elsewhere.”
It is clear from this Administration’s budget
that providing tax cuts targeted largely to the
most fortunate is a top priority. It is also
clear that children and families, senior
citizens, students, and local governments will
have to tighten their belts.

The President’s 2007 budget increases
discretionary spending from $843.3 billion in
2006 to $870.7 billion in 2007, an increase of
3.2 percent. This modest increase reflects
large increases in the defense budget and
overall cuts for vital domestic programs.
Specifically, domestic non-homeland
discretionary spending is cut $5.3 billion
below the 2006 enacted level and

$16.8 billion below the amount needed to
maintain purchasing power at the 2006 level.
Over five years, domestic funding is cut
$183.1 billion below the amount needed to

Damaging Cuts in the President’s Budget
(INlustrative List)

O Medicare: Makes legislative cuts of $35.9
billion over five years and $105.0 billion
over ten years

O Medicaid: $17.2 billion in gross legislative
and regulatory cuts over five years and
$42.3 billion over ten years

0 No Child Left Behind: Funded at $15.4
billion below authorized level

O Veterans Medical Care: Provides $10.1
billion less over five years than amount
needed to maintain current services

O Environmental Protection Agency: Cuts
funding by $304 million (4.0 percent)
below 2006 enacted level

O Community Development Block Grant:
Cuts $825 million from 2006 non-
emergency funding levels

maintain constant purchasing power. This amount includes the 141 federal programs targeted
for substantial reduction or elimination by the Administration. For example, the Department of
Education eliminates 42 programs costing $3.5 billion per year. Among these programs targeted
for elimination are Vocational Education, GEAR UP, and Safe and Drug-Free Schools State

Grants.

The Administration is proposing $66.6 billion in net mandatory spending cuts over five years
(excluding outlay effects of tax changes) and $176.6 billion in net cuts over 10 years to existing
programs. This includes $35.9 billion in cuts to Medicare over five years and $105.0 billion in
cuts over ten years. It also includes $4.9 billion over five years and $11.9 billion over ten years
in gross legislative cuts to Medicaid. (There are additional cuts to Medicaid via regulations of
$12.2 billion over five years and $30.4 billion over ten years.)

The budget assumes that the 2001 and 2003 tax cuts — which include repeal of the estate tax and
favorable rates for capital gains and dividends — are made permanent at a cost of $178.6 billion




over five years and $1.353 trillion over ten years. And while Medicare is cut for the elderly, the
Bush Administration provides $51.7 billion over five years ($136.5 billion over ten years) in tax
breaks for health saving accounts and other proposals favoring the healthy and the affluent. And
the total is about $20 billion higher over ten years when the outlay effects are taken into account.
Overall, the Administration, which is touting its fiscal restraint with respect to non-security
discretionary funding, is pushing for $1.667 trillion in extensions and new tax cuts over ten
years.

Domestic Funding Cut Deeply

(Discretionary Non-Defense, Non-International Budget Authority in Billions of Dollars)

2006 2007 2008 2009 2010 2011 2007-11

President’s budget 379.6 375.8 376.1 379.5 3795 380.4 1891.2
OMB baseline level 382.0 391.8 403.3 416.5 4256 4371 2074.3
President below baseline n.a. -16.0 -27.2 -37.0 -46.1 -56.8 -183.1
Percent below baseline n.a. -41% -6.7% -89% -10.8% -13.0% n.a.

Cuts Affecting Children, Families, and the Elderly

Legislative Cuts to Medicare of 3105 Billion Over Ten Years — The budget makes legislative
cuts to Medicare of $35.9 billion over five years and $105 billion over ten years by reducing
payments for providers in traditional Medicare. The budget also includes regulatory cuts of
$7.9 billion over five years and $19.0 billion over ten years. Excluding already published
regulations, the regulatory savings are $5.4 billion over five years and $13.2 billion over ten
years.

$17.2 Billion in Gross Cuts to Medicaid Over Five Years, $42.3 Billion Over Ten Years — The
budget includes legislative cuts to Medicaid of $4.9 billion over five years, and another $12.2
billion in cuts through regulatory changes, for total gross cuts of $17.2 billion over five years.
Over ten years, the budget includes $11.9 billion in legislative cuts, and $30.4 billion in
regulatory cuts, for total gross cuts of $42.3 billion. (The budget also reinvests $3.2 billion in
Medicaid over five years and $6.8 billion over ten years, for a net effect in Medicaid legislative
and regulatory cuts of $14.0 billion over five years and $35.5 billion over ten years.) Cuts of this
magnitude cannot be found by simply closing loopholes — the pain will be felt somewhere, either
by shifting costs to beneficiaries or states or cutting payments to providers, which can undermine
their ability to provide care to the uninsured.
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Cuts Housing for the Disabled and Elderly — The budget provides $119 million for a program
that provides supportive housing and other housing assistance for persons with disabilities,

49.8 percent less than the amount enacted for 2006. The budget also provides $546 million for a
similar housing program for the elderly, a cut of $189 million, or 25.7 percent, from the 2006
level.

Cuts Education Funding by $2.1 Billion; Eliminates 42 Programs — Despite the
Administration’s stated intent to strengthen American competitiveness by focusing on improving
students’ knowledge of math and science, the President’s budget cuts federal education funding
by $2.1 billion below the comparable 2006 enacted level, which itself was below the 2005
enacted level. Within ED’s 2007 budget of $54.4 billion, the budget freezes or reduces funding
for most programs and produces “savings” of $4.1 billion by outright eliminating 42
appropriated programs that Congress funded less than two months ago, for savings of

$3.5 billion, plus recalling all prior federal contributions to the revolving funds from which
colleges currently make Perkins loans, for additional 2007 savings of $664 million. These
eliminated programs cover elementary, secondary, and higher education programs — including all
vocational education and technology programs, the $347 million Safe and Drug-Free School
state grant program, and the $311 million TRIO Upward Bound program.

Cuts Funding for High School Achievement — Funding aimed at improving high school
achievement receives $596 million of ED’s net cut. The budget includes a new $1.5 billion high
school reform program, but more than offsets this new funding by eliminating $2.1 billion for
existing high school programs — including the elimination of all vocational education programs,
mentioned above.

Funding Cut for Existing Programs Under the No Child Left Behind Act (NCLB) Act — The
NCLB Act authorizes $39.4 billion for elementary and secondary education programs for 2007,
including $25.0 billion for Title I grants to states. Yet, the President’s budget cuts overall
funding for existing NCLB programs, freezes Title I at $12.7 billion, adds its new high school
and math programs, and still provides only $24.0 billion for NCLB programs — $15.4 billion
below the authorized level.

Freezes Head Start — The budget freezes Head Start funding at $6.8 billion. The National
Head Start Association reports that if Head Start maintains its quality of services, a freeze in
funding will require it to drop 19,000 children from the program next year.

Elimination of Social Security Death Benefit — Dependent spouses or eligible children are
entitled to a one-time lump-sum payment of $255. This benefit has been part of the Social
Security insurance package since 1950 and has been earned by workers though their payroll tax
contributions. While the savings are modest, the proposal illustrates the Bush Administration’s
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willingness to cut guaranteed Social Security benefits, even those, quite literally, paid to widows
and orphans. Elimination of such benefits saves $989 million over five years.

Cuts Affecting Public Health and Research

Freezes Funding for NIH — Republicans often tout the fact that they doubled the NIH budget
from 1998 to 2003. But now the budget provides $28.4 billion for 2007, virtually a freeze at the
2006 enacted level, and a cut of $642 million below the amount needed to maintain purchasing
power at the 2006 level.

Cuts CDC — The budget provides $5.8 billion for CDC, a cut of $290 million (4.8 percent)
below the 2006 level. The budget eliminates the Preventive Health and Social Services Block
Grant ($99 million), cuts funding for buildings and facilities from $158 million to $30 million,
and freezes funding for state and local emergency response preparedness at $824 million.

Eliminates Several HRSA Programs — The budget eliminates several HRSA programs,
including health professions training grants ($99 million in 2006), EMS for children ($20 million
in 2006), Universal Newborn Screening ($10 million in 2006), and the Traumatic Brain Injury
program ($9 million in 2006).

Slashes Rural Health Activities — The budget provides $27 million for rural health activities, a
$133 million (83.1 percent) cut from the 2006 enacted level.

Cuts Children’s Hospital Graduate Medical Education — The budget funds children’s GME at
$99 million, a cut of $198 million (66.7 percent) below the 2006 enacted level.

Cuts Affecting Veterans

Funding for Veterans Medical Care — Over five years, the budget cuts veterans funding $10.1
billion below the level estimated to maintain purchasing power at the 2006 level. Almost all
appropriated funding for veterans goes to provide medical care and hospital services.

Cuts Affecting the Environment

Environmental Protection Agency (EPA) Funding Cut Again — For 2007, the President’s
budget once again cuts EPA funding, providing $7.3 billion in appropriations, a 4.0 percent
($304 million) decrease from the 2006 enacted level. The Clean Water State Revolving Fund is
provided only $688 million for 2007, a cut of $199 million, or 22.4 percent, from the 2006
enacted level. Funding for environmental justice programs, which protect the health and welfare
of low-income and minority communities from environmental toxins related to industrial
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pollution, is also significantly cut by nearly $2 million, or 27.8 percent, below the 2006 enacted
level.

Cuts Services for Farmers and Ranchers — The President once again cuts vital Farm Bill
programs that would help farmers and ranchers protect and enhance natural resources by over
$450 million for 2007 alone. This is in addition to the $249 million in conservation cuts for
2007 in the 2005 Republican spending reconciliation bill. The President’s budget caps the
Conservation Security Program (CSP) at $342 million. The budget cuts the Environmental
Quality Incentives Program (EQIP) by $270 million (21.3 percent), the Wildlife Habitat
Incentives Program (WHIP) by $30 million (35.3 percent), the Agriculture Management
Assistance program by $14 million (70.0 percent), and Farmland Protection by $47 million
(48.5 percent). The budget also eliminates the remaining Watershed Rehabilitation Program
funds ($65 million). These cuts are just some examples.

Unmet Fire Prevention Needs — The President’s budget provides $244 million for State and
Private Forestry, a cut of $35 million (12.5 percent) from the 2006 enacted level. Forest Health
Management is provided $84 million, a cut of $16 million (15.9 percent). The budget also
provides $33 million for the State and Local Fire Assistance Program and eliminates the Rural
Fire Assistance program, a combined cut of $16 million (32.6 percent).

Cuts Affecting Public Safety

First Responders — The budget decreases firefighter assistance grants by $355 million and
eliminates all funding for law enforcement terrorism prevention, a reduction of $385 million.
The budget again proposes elimination of the Justice Assistance grant program, a reduction of
$388 million.

The Community Oriented Policing Services (COPS) Program Nearly Eliminated — COPS
provides grants and other assistance to help communities hire, train, and retain police officers
and to improve law enforcement technologies. The budget provides $102 million for COPS for
2007, most of which is funding that is carried over from previous years. This represents a

$376 million (78.7 percent) cut below the 2006 enacted level. The budget also permanently
reduces unobligated balances in the program by $128 million for 2007, thus setting the program
on the path for elimination.

Bureau of Alcohol, Tobacco, Firearms and Explosives Cut — The Bureau of Alcohol,
Tobacco, Firearms, and Explosives investigates and enforces laws relating to the items for which
it is named. The budget provides $860 million for the Bureau, a $72 million (7.7 percent) cut
below last year’s level. The budget proposes that the agency collect an additional $120 million
in user fees for 2007 to help offset costs of the Bureau’s regulation of the explosives industry.
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Violence Against Women Programs Cut — Violence Against Women programs provide varied
assistance to prevent and prosecute abuse committed against women. The budget provides
$347 million for Violence Against Women programs for 2007, a $35 million (9.2 percent) cut
below last year’s level.

Cuts Affecting Communities

Community Development Block Grant (CDBG) Program Cut — The CDBG program enables
states and localities to target federal formula grants and other financial assistance toward
improving housing and economic conditions in low- and moderate-income neighborhoods. Last
year, the CDBG program proved crucial in helping to provide emergency assistance to
communities devastated by natural disasters, including hurricane Katrina. The budget cuts
CDBG formula grants and either cuts or eliminates CDBG set-aside programs.

The budget provides $3.0 billion for CDBG formula grants, a $736 million cut below the 2006
non-emergency level. The budget cuts the Indian Tribe assistance set-aside program by $75
million (54.7 percent) below last year’s level, and cuts the Youthbuild program by $14 million
(21.9 percent) below last year’s level while moving the program from HUD to the Department of
Labor. The budget eliminates Economic Development Initiative grants.

Rural Housing and Economic Development Program Eliminated — The Rural Housing and
Economic Development program provides funds to improve housing and economic development
among rural communities. The budget eliminates the Rural Housing and Economic
Development program, which is currently funded at $17 million.

Community Development Financial Institutions (CDFI) Program Cut — The CDFI enables
specialized financial institutions to provide an array of funds and services to promote economic
development among low-income and/or native communities. The President’s budget provides
$8 million for the CDFI program, a $46 million (85.2 percent) cut below last year’s level.

Rural Community Advancement (RCA) Program Cut — The RCA program provides grants,
loans, and loan guarantees to stimulate economic growth and build facilities in rural
communities. The budget provides $601 million for the RCA, a $117 million (16.3 percent) cut
below the 2006 enacted level.

High Energy Costs Grants Eliminated — The High Energy Costs Grants program provides
funds to improve energy facilities among communities that have residential energy costs equal to
at least 275 percent of the national average. The budget eliminates the high energy costs grants
program, which is funded at $26 million for 2006.
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Legal Services Corporation Cut — The Legal Services Corporation provides free legal
assistance for low-income people. The President’s budget provides $311 million for the Legal
Services Corporation, a $16 million (4.9 percent) cut below the 2006 level.

Rescinds Funding for HOPE VI Rehabilitation of Distressed Public Housing — The budget
rescinds the $99 million provided for the HOPE VI program for 2006 and proposes no new
funding for 2007. HOPE VI has successfully transformed severely distressed public housing
projects into vibrant mixed-income neighborhoods. This program’s funding has declined steeply
since 2003, when it received $570 million.

Cuts Public Housing Capital Fund by More Than One-Tenth — The budget provides

$2.2 billion to local public housing authorities for capital repairs and improvements to their
housing stock. This amount is $261 million, or 10.7 percent, below the 2006 level. The capital
fund was funded at $3.0 billion for 2001 and has received steadily less each year since then.

Funding Cuts for the Essential Air Service (EAS) and Small Community Air Service
Programs — The President’s 2007 budget once again cuts funding more than 50 percent for the
EAS program, which provides financial assistance to rural communities geographically isolated
from hub airports so that they may operate smaller airports, by establishing a $50 million cap.
The proposal would also create three categories of communities based on distance to a hub
airport and establish cost-sharing criteria.

In addition, as in previous years, the President does not include any funds for the Small
Community Air Service Program, which helps communities that suffer from infrequent service
and high air fares, a cut of $10 million from the 2006 level. Congress authorized $35 million per
year for this program as part of the 2004 Federal Aviation Administration (FAA) reauthorization
bill.

Amtrak Funding Slashed Again — The President’s budget provides only $900 million for
Amtrak, a cut of $394 million, or 30.4 percent, from the 2006 enacted level. The budget
provides $500 million for Amtrak’s capital expenses (a $272 million cut from the 2006 enacted
level), but it does not provide any direct funding to cover Amtrak’s operating expenses. Instead,
the President’s budget provides $400 million in “efficiency incentive grants,” which DOT may
issue to Amtrak for operating expenses based on the progress Amtrak makes in undertaking the
Administration’s reform initiatives.

Eliminates Community Services Block Grant — The budget eliminates the Community
Services Block Grant and other community services programs, cutting $670 million for a range
of services to reduce poverty and to provide assistance in the areas of housing, health, nutrition,
energy, and substance abuse.
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Slashes the Social Services Block Grant (Title XX) —The budget cuts the Social Services Block
Grant (SSBG) by $500 million for 2007, for a total funding level of $1.2 billion. This grant
provides states with broad discretion to use these funds for social services such as child care,
child welfare, home-based services, employment services, adult protective services, prevention
and intervention programs, and special services for the disabled. One of the Administration’s
main justifications for cutting SSBG funding is that “the flexibility of the SSBG makes it
difficult to measure performance.” However, the 2007 budget moves numerous programs — such
as rental assistance and foster care — in the direction of becoming flexible block grants.

Cuts Affecting Competitiveness

Slashes Funding for the Manufacturing Extension Partnership — The budget provides

$46 million for the Manufacturing Extension Partnership, a 56.2 percent cut from the 2006
enacted level of $105 million. This program, which also receives state, local, and private
funding, provides information and consulting services to help small businesses adopt advanced
manufacturing technologies and business practices that will help them compete in a global
market. Funding for the program has fluctuated dramatically in recent years, going from $106
million for 2003 to $40 million for 2004, and back to $108 million for 2005 and $105 million for
2006 before the budget slashes funding once again for 2007.

Terminates the Advanced Technology Program — The budget ends the Advanced Technology
Program, which provides assistance to U.S. businesses and joint ventures to improve their
competitive position. The goal of the program is to accelerate the commercialization of
technology that is risky to develop but promises significant national economic benefits. This
program received $79 million in 2006.

Consolidates Training Programs into Personal Accounts and Cuts the Funding — The
President’s budget consolidates six existing job training programs, cuts their funding by
$496 million (12.7 percent), and provides the funding through personal Career Advancement
Accounts of up to $3,000 for certain individuals.
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Rhetoric Versus Reality

Promises for Health Care Not Met — In the State of the Union address, the President touted the
government’s responsibility to provide health care for the poor and elderly, and set forth a goal
of confronting rising health costs for all Americans. Despite these claims, the budget cuts
Medicare by $35.9 billion over five years and $105 billion over ten years, and raises premiums
for certain seniors. The budget also cuts health care for low-income children, families, disabled,
and elderly by making gross cuts to Medicaid of $17.2 billion over five years through a package
of legislative and regulatory changes. Even after some reinvestments back into the program, the
Medicaid cuts still reach $14 billion over five years. As for affordability, the Administration
focuses almost exclusively on health savings accounts and high-deductible health plans — forms
of health insurance that serve to shift more health care costs onto consumers.

Budget Fails to Support Students — The Administration claims to be providing aggressive
leadership in educating America’s students, yet the budget cuts appropriations to help students
attend college, cuts funding for high school achievement programs by almost $600 million, and
drastically cuts the funding to keep children safe during and after school. For instance, although
the budget includes a new high school reform initiative, it more than offsets that funding by
eliminating all vocational education programs as well as three programs that help low-income
students prepare to attend college. It eliminates eight higher education programs that account for
$848 million in “savings,” and it freezes the maximum Pell Grant award at $4,050, although
average tuition and fees at a four-year public college have risen by $1,393 since the last Pell
increase in 2003. And these cuts come just days after Congress passed the Republican
reconciliation spending cut bill, which cut $12 billion from planned spending on student loans
over five years (2006-2010).

“American Competitiveness Initiative:” Less Than Meets the Eye — The budget touts a new
$5.9 billion initiative to increase federal research funding and to train more teachers in math and
science. In fact, though, most of the funding — $4.6 billion — simply extends the existing
research and development tax credit through 2007. The initiative spreads $1.3 billion in new
funding across the National Science Foundation, the Department of Energy’s Office of Science,
the National Institute of Standards and Technology’s research programs, and the Department of
Education. Most of the $380 million to improve elementary and secondary school teaching of
math and science comes at the cost of current education technology programs, which the budget
eliminates entirely. Despite the Administration's claims of support for research efforts, the
budget essentially freezes funding for the National Institutes of Health. Finally, the initiative
recycles a prior Administration proposal to let certain people obtain job training through
personal Career Advancement Accounts of up to $3,000, but the budget pays for this by
consolidating existing job training programs and cutting the available funding by $496 million
(12.7 percent), to $3.4 billion.
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Appropriations Overview

The budget cuts domestic non-homeland security funding for 2007, and then cuts it further in
following years. Appropriations for defense, international affairs, and homeland security rise.

Budget Increases Non-Emergency Appropriations Overall But Slashes Domestic Funding —
The President’s budget provides $870.7 billion in regular appropriations for 2007, which is

$2.1 billion (0.2 percent) above the amount needed to maintain purchasing power at the 2006
level and $27.3 billion above the $843.3 billion in non-emergency funding provided for 2006.
However, as shown in the table below, despite the increase in total appropriations, the
President’s budget cuts funding for regular domestic services by $16.8 billion below the amount
needed to maintain purchasing power, and by $5.3 billion below the 2006 enacted level. In
contrast, the budget increases appropriations for the other categories of non-emergency
discretionary funding:

° defense funding increases to $459.7 billion, which is $15.1 billion above the amount
needed to maintain purchasing power at the 2006 level,

o international affairs funding rises to $35.1 billion, which is $3.7 billion above the 2006
enacted level; and

o domestic homeland security funding increases by $1.7 billion above the 2006 enacted

level, to $29.3 billion.

Total Funding for Appropriated Programs
(Budget Authority in Billions of Dollars)

2006 2007 2007 Request v.
Non-Emergency Amounts: Baseline Request Baseline
Domestic Non-Homeland Security 351.8 363.4 346.5 -16.8
National Defense 432.4 444.6 459.7 +15.1
International Affairs 314 32.1 35.1 +3.0
Homeland Security 27.6 28.5 29.3 +0.8
Total Non-Emergency Appropriations 843.3 868.6 870.7 +2.1
Emergency Amounts:
Iraq/Afghanistan Supplemental Funds* 120.0 n.a. 50.0 n.a.
Hurricane Katrina-Related Funds** 22.6 n.a. 0.0 n.a.
Avian Flu Emergency Funds 3.8 n.a. 2.3 n.a.
Total including emergencies 989.8 n.a. 923.0 n.a.

*Congress has appropriated $50 billion for the war for 2006. The President’s budget includes an
additional 870 billion for 2006, and $50 billion as a down payment for 2007.

**Congress has provided $4.6 billion for hurricane relief for 2006, and the President’s budget includes
$18.0 billion more.

National Defense is Function 050, which includes DOD and nuclear weapons-related activities of the
Department of Energy. Homeland Security is non-defense, non-international discretionary funding.
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More Emergency Funding for 2006 and 2007 — The President’s budget provides an additional
$88.0 billion in supplemental emergency funding for 2006; it also provides $52.3 billion in
emergency funding for 2007, comprised of $50 billion as a down payment on 2007 war costs and
$2.3 billion to take steps to prevent an avian flu pandemic. For 2006, Congress has already
provided $58.4 billion in emergency supplemental funding: $50 billion for Iraq and Afghanistan,
$4.6 billion for Hurricane Katrina-related expenses, and $3.8 billion for avian flu. The
additional $88.0 billion in the President’s budget for 2006 includes $70 billion for the war and
$18 billion for hurricane relief.

Cuts 2007 Funding for Most Domestic Agencies — The President’s budget message highlights
that this budget cuts non-security funding below the 2006 level. The cut in domestic funding
that is not for homeland security affects many key agencies, including the Departments of
Education, Transportation, Justice, Housing and Urban Development, and Health and Human
Services. Many of the cuts will affect the most vulnerable in our society — children and the
elderly — and jeopardize public health, safety, and environmental protection. The table below
lists some of the domestic agencies that face cuts next year. See Damaging Cuts for specific
details about some of the programs cut by the President’s budget.

President’s 2007 Budget Cuts Funding for 11 Major Agencies
(Discretionary Budget Authority in Billions of Dollars)

2006 2007 Dollar Percent

Enacted Request Cut Cut

Agriculture 211 19.7 -1.4 -6.5
Commerce 6.4 6.1 -0.2 -3.7
Education 56.5 54.4 -2.1 -3.8
Health and Human Services 69.2 67.6 -1.6 -2.3
Housing and Urban 34.3 33.6 -0.6 -1.8
Interior 10.8 101 -0.6 -5.9
Justice 21.0 19.5 -1.5 -7.2
Labor 11.3 10.9 -0.4 -3.9
Transportation 14.6 13.2 -1.4 -9.4
Corps of Engineers 53 4.7 -0.6 -11.2
Environmental Protection 7.6 7.3 -0.3 -4.0

Data from Table S-3, page 315 of the FY 2007 Budget of the U.S. Government.

Budget Eliminates or Significantly Cuts 141 Discretionary Programs — The President’s
budget eliminates 91 discretionary programs, saving $7.3 billion compared with 2006
appropriations, and cuts $7.4 billion in funding for 50 other programs. The 91 eliminated
programs include 42 education programs worth $4.1 billion and 8 programs within the
Department of Health and Human Services worth $866 million. (See the complete list in the
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attached appendix.) Congress has repeatedly rejected some of these proposed terminations,

calling into question the $14.8 billion in 2007 savings from this year’s cuts. Some of the major

eliminated programs are listed below.

Some of the Programs Eliminated in the 2007 Budget
(Dollars in Millions, 2006 Enacted Levela)

Program ‘06 $ Program ‘06 $
Law Enforcement: Traumatic Brain Injury 9
State Criminal Alien Assistance 400 Energy:
Justice Assistance grants 327 State energy activities and gateway 26
deployment in the Weatherization program
Law Enforcement Terrorism Prevention 385
] . Geothermal Technology 23
Byrne Discretionary grants 189
Environmental Protection:
COPS Law Enforcement Technology grants 128
i . Watershed Rehabilitation 65
Community Services and Development
Land and Water Conservation Fund 28
Community Services Block Grant 630 stateside program
Economic Development Initiative 298 Rural Fire Assistance 10
grants ]
Income Assistance:
Community Economic Development 2 HOPE VI Rehabiltation of Distressed 198°
Rural Housing & Economic 17 Public Housing
Development Commodity Supplemental Food Program 107
Education: High Energy Costs grants 26
42 Department of Education programs, | 4130° Other:
(see complete list in Function 500)
Advanced Technology Program 79
Health Care: L .
Small Community Air Service 10
CDC Preventive Health Block Grant g *These 2006 levels match those in the budget’s list of
Urban Indian Health program 33 terminated programs, but may not reflect the total funding
that was available to a program for 2006.
Emergency Medical Services for 20 *Includes $664 million in 2007 from recall of prior Perkins
children loan capital contributions.
°Rescinds $99 million in 2006 funding, for “savings” of
Universal Newborn Screening 10 $198 for 2007.
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Funding for 2008 Through 2011

Domestic Funding Cut Even More Deeply Over Time — As deep as domestic funding cuts are

in 2007, they only get more painful over the next four years covered by the President’s budget.

Even some of the programs that get increases for

2007 — such as veterans’ health care, mine safety President’s Budget Cuts Domestic Purchasing
. Power By $183 Billion Owver Five Years

programs, and the Superfund program — are cut in N S LT

the following years. The official budget materials TR o I T

w07
claim that there is no policy attached to the funding L i ; - -
levels beyond 2007, but clearly a budget that in i —l
2011 provides $56.8 billion (13.0 percent) less than 411 4§18

42T
-$37
$aE
-$57

needed to maintain purchasing power for domestic 430 1

services will deeply cut many programs. Some of L

the services cut over time, according to an OMB 430 1

computer printout, include: Ui

o Education — The budget slightly increases
funding for Education for the Disadvantaged programs for 2007, but then imposes a
$676 million cut for 2011. Assistance for higher education — which includes funding for
Pell Grants — is cut for 2007 and then cut by another $594 million for 2011.

o WIC — The budget includes $5.2 billion for 2007 for Special Supplemental Nutrition
Program for Women, Infants, and Children (WIC), but funding declines to $5.0 billion by
2011 — a 13.3 percent cut from the amount that would be necessary to maintain
purchasing power at the current level.

o Mine Safety and Health Administration (MSHA) — For 2007, the budget provides
$288 million for MSHA, an $11 million increase above the 2006 enacted level.

However, in later years, MSHA funding is cut below the 2006 level, to $276 billion for
2011.

o Veterans’ Health Care — For 2007, the budget increases funding for veterans’ health
care but then cuts it over time, so that by 2011, it provides $4.7 billion less than needed
to maintain purchasing power at the 2006 level; over the five-year period, the budget
provides $10.1 billion less than needed to maintain purchasing power.

Cutt Below Cument Serices

Domestic Funding Cut Deeply
(Discretionary Non-Defense, Non-International Budget Authority in Billions of Dollars)

2006 2007 2008 2009 2010 2011 2007-11

President’s budget 379.6 3758 3761 379.5 379.5 380.4 1891.2

OMB baseline level 382.0 391.8 403.3 416.5 4256 437 1 2074.3
President below baseline n.a. -16.0 -27.2 -37.0 -46.1 -56.8 -183.1
Percent below baseline n.a. -41% -6.7% -89% -10.8% -13.0% n.a.
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Because the budget explicitly shows homeland security funding growing steadily each year, the
cut in the remaining domestic programs will be even steeper than the totals shown above.

Budget Caps For Defense and

Imposes Defense and Non-Defense Discretionary Non-Defense Appropriations

Funding Caps — Like last year’s budget, the
President’s 2007 budget limits total discretionary §500 -
funding for the next five years and sets defense and ::23 ]

non-defense caps for 2006 through 2008 at the §440

levels in this budget. Each year, those levels cut ::ﬁz ]
non-defense funding further below the amount §380 -
needed to maintain current purchasing power while bt s i T
defense funding continues to rise at rates higher B Defense ONon-Defense

than inflation.

Appoprations Limibs in Sffons of Dolavs
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Social Security and Other Entitlements

General Mandatory Spending

Budget Includes $77 Billion in Gross Mandatory Spending Cuts — The budget cuts spending
on selected mandatory programs by $77.2 billion over five years through a combination of
service reductions and fee increases. The largest spending cuts affect Medicare ($35.9 billion)

and the Pension Benefit Guaranty Corporation Mandatory Spending in the
($16.7 billion). Other cuts include $5.0 billion President’s Budget, 2007-2011
from agriculture commodity programs, $4.9 billion (billions of Jollars )

from Medicaid, $4.0 billion from allowing oil

e ) . o Program Cuts/User Fees 77.2
dr1.111ng in th? Arctlc Natlc?n?ll Wl‘ldh‘fe Refuge Social Security Private Accounts 816
(with an additional $4.0.b.11110n distributed to the Other Program Increases 6.8
State of Alaska), $2.0 billion from the refundable

ions of the child and earned i dits,| ot Change
portions of the child and earned income tax credits, Including SS Private Accounts 01

and $706 million from restricting eligibility for

Excluding SS Private Accounts -60.4
food stamps.

Some Cuts Offset by Spending Increases — Part of the Medicaid cut is offset by $3.2 billion in
new spending, and part of the food stamp cut is offset by $589 million in new spending. Other
spending increases include $81.6 billion for Social Security private accounts, $7.5 billion for the
health tax credit, $2.1 billion for grants to states for the chronically ill, $1.6 billion for
Temporary Assistance to Needy Families, and $560 million for flood insurance. Total
mandatory spending increases in the budget other than Social Security private accounts amount
to $16.8 billion. Including Social Security private accounts, the net effect of the service
reductions, new fees, and new spending initiatives in the budget is to increase mandatory
spending by $21.2 billion over five years relative to current law. Excluding Social Security
private accounts, the President’s budget on net reduces mandatory spending by $60.4 billion
over five years relative to current law.

Social Security

The budget includes the President’s plan to divert up to one-third of workers’ Social Security
payroll contributions into private accounts and impose steep cuts to traditional Social Security
benefits. The President announced his plan in 2005 and traveled around the country to promote
it, but the plan failed to win the support of the American public or Congress.

The President’s Social Security Plan Worsens Deficits and Increases the Debt for Decades —
Private accounts, by themselves, do nothing to reduce the long-term budget challenges
associated with the aging of the American population. They simply make the budget situation
worse. The diversion of payroll taxes into private accounts adds $712.1 billion to the deficit

25



over the next ten years. This ten-year figure understates the true fiscal effect of the plan because
the budget assumes implementation of the plan will not begin until 2010. The plan’s drain on
the budget continues long after the current ten-year budget window. Even with significant
benefit cuts, the government will have to increase its borrowing by nearly $5 trillion over the
first 20 years of the plan to pay Social Security benefits to current beneficiaries and to those who
will start drawing benefits in the near future. Under the President’s plan, the level of federal
debt held by the public would be higher with the private accounts than without them for the next
six decades.

The President’s Plan Imposes Steep Benefit Cuts On Workers — The plan includes two
separate benefit reductions. All workers age 55 or younger today will see their traditional Social
Security benefits reduced on a sliding scale based on their earnings, regardless of whether they
opt for a private account. The sliding-scale benefit cut, which falls most heavily on middle-class
workers, is structured such that each succeeding generation of workers will experience a larger
benefit cut than the generation that preceded it. Over time, Social Security benefits for newly
retired workers will replace a gradually smaller share of pre-retirement income. Workers opting
for private accounts will experience an additional benefit cut: for each dollar diverted to the
private account, a worker’s traditional Social Security benefit is reduced by one dollar plus
interest. A worker 25 years old today who earns average wages and opts for the private account
will receive a traditional Social Security benefit under the plan that is about half of what he or
she is scheduled to receive under current law. Proceeds from his or her private account might or
might not make up the difference, depending on how the worker’s investments perform.

The President’s Plan Worsens Social Security’s Financial Problems — The Social Security
Trustees project that the system will run cash surpluses until 2017 under current law, and that a
combination of trust fund assets, interest income, and dedicated revenues will cover full benefits
until the trust funds are exhausted in 2041. (CBO estimates that the trust funds will not be
exhausted until 2052.) The President’s plan for private accounts speeds up the date of cash
imbalance to 2011, and it accelerates the date of trust fund exhaustion from 2041 to 2030.

Another Commission on Entitlements

The President in his State of the Union Address acknowledged that Congress last year declined
to take up his plan for partially privatizing Social Security. He went on to propose the creation
of a bipartisan commission to examine the effect of the aging U.S. population on Social Security,
Medicare, and Medicaid. The President already convened one commission on Social Security, in
his first year as president. While that commission included Democrats as well as Republicans,
the commission did not have free rein to consider all possible solutions to Social Security’s
financial shortfall. The President instructed commission members from the start that they must
endorse private accounts and could not increase payroll taxes. As such, the commission’s
deliberations were skewed from the beginning. The President also imposed preconditions on last
year’s tax reform panel.
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There have been numerous bipartisan commissions over the last dozen years created to examine
the future cost pressures faced by the major entitlement programs (see accompanying table).
These commissions were charged with recommending policy changes to make the programs
fiscally sustainable. Other commissions have been charged with reforming the tax code to make
it more fair and efficient. However, Congress has shown little interest in acting on the
recommendations of these commissions.

Recent Commissions Charged With Reforming Entitlements and Taxes
)
President’s Advisory Panel on Federal Tax Reform 2005
Department of Health and Human Services Medicaid Commission 2005-06 I
President’s Commission to Strengthen Social Security 2001
National Bipartisan Commission on the Future of Medicare 1998-99
National Commission on Retirement Policy* 1997-98
Bipartisan Commission on Entitlement and Tax Reform 1994-95 I
*Sponsored by a private entity, the Center for Strategic and International Studies, and chaired by Membersl
of Congress. The Commission’s recommendations were introduced as legislation.
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Health Tax Policy and Other Health Coverage Proposals

Under President Bush’s tenure, the number of individuals without health insurance increased by
six million, with nearly 46 million individuals lacking health insurance in 2004. During this
same period, health care premiums increased by over 71 percent, rising from an average of
$6,348 in 2000 to $10,880 in 2005.

In the State of the Union address, the President touted the government’s responsibility to provide
health care for the poor and elderly, and set forth a goal of confronting rising health costs for all
Americans. Despite these claims, the budget cuts Medicare by $35.9 billion over five years, and
cuts health care for low-income children, families, disabled, and elderly by making gross cuts to
Medicaid of $17.2 billion over five years through a package of legislative and regulatory
changes. As for affordability, the Administration focuses almost exclusively on health savings
accounts and high-deductible health plans — forms of health insurance that serve to shift more
health care costs onto consumers.

Specifically, the Administration’s response to the problems of the uninsured and rising health
care costs is to spend $156.3 billion over ten years on a package of mostly recycled policies that
promote health savings accounts and high-deductible health plans. Unfortunately, this agenda
will undermine the existing employer-sponsored insurance system, push additional costs onto
consumers, do little to decrease the ranks of the uninsured, and favor the healthy and wealthy.

Health Savings Accounts and High-Deductible Health Plans

Provides $156.3 Billion to Promote Health Savings Accounts (HSAs) — The President’s
budget includes $59.2 billion over five years and $156.3 billion over ten years for a package of
policies that promote HSAs and high-deductible health plans (HDHPs). The Medicare
Prescription Drug, Improvement and Modernization Act of 2003 created HSAs, which allow tax-
free deposits into, and withdrawals from, an account for qualified medical expenses as long as
the individual purchases a HDHP. In 2006, the HDHP must have a deductible of at least $1,050
for an individual ($2,100 for a family), and must limit out-of-pocket expenses for covered
benefits to $5,250 for an individual ($10,500 for families). Contributions into the HSA cannot
exceed the deductible or an annual limit, whichever is lower. Tax-free withdrawals from the
HSA can be used for deductibles, co-payments, and uncovered medical costs.

The Administration’s emphasis on HSAs and HDHPs is part of an effort to shift more of the cost
of health care onto individual consumers, and to move away from comprehensive health
coverage. These proposals promoting HSAs are likely to undermine the existing employer-
based system of health coverage, and could actually increase the number of uninsured by giving
employers an incentive to drop or reduce health coverage. Furthermore, HSAs mainly benefit
the healthy and the wealthy since this type of coverage is most attractive to those who have low
health care costs and are in higher tax brackets.
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Administration Spends $156 Billion for

High-Deductible Health Plans and Health Savings Accounts
(dollars in billions)

FYO07 - FY11  FYO07 -FY16

Expand Health Savings Accounts* $30.2 $90.7
Provide an above-the-line deduction for high-deductible $19.0 $41.3
health plan premiums*

Provide refundable tax credit* $9.9 $24 .1
Improve the Health Coverage Tax Credit $0.1 $0.2
Total, Health Tax Policy Proposals $59.2 $156.3

*Includes outlay effects

o Tax-Free Contributions to HSAs — The budget increases the amount an individual
and/or employer can put tax-free into the HSA, so that it is as high as the catastrophic
cap. This is an increase from current law, which limits the HSA contributions to the
lesser of a deductible or an annual limit. In addition, the budget includes a tax credit for
payroll taxes paid on HSA contributions made by individuals.

o Tax Preferences for HDHP Premiums — The budget repeats a proposal from prior
years to make premiums for HDHPs tax deductible for individuals who purchase them
separately from an employer. In addition, the budget includes a tax credit for payroll
taxes paid on earnings being used to cover HDHP premiums.

o Tax Credits for HSAs — The budget provides tax credits to low-income families to
assist with the purchase of HDHPs, at a ten-year cost of $24 billion. The tax credit is
limited to $3,000 for a family, and a portion of the credit can be deposited into the HSA.

Other Health Policies

Medical Malpractice — The President has repeatedly endorsed capping medical malpractice
awards as a solution to rising health care costs, although CBO reports that such reforms will only
lower health care costs by one half of one percent. The budget mentions this policy, but does not
include a formal proposal nor does it include any savings.

Association Health Plans — The President has promoted the idea of allowing small businesses
to band together in Association Health Plans (AHPs) to buy health insurance coverage and
negotiate insurance rates, while allowing them to sidestep state consumer protection laws. CBO
estimates that AHPs will only increase overall health insurance enrollment by 330,000
individuals. Furthermore, AHPs can “cherry-pick” small businesses with healthier employees,
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destabilizing the existing small group insurance market. The budget mentions this policy, but
does not include a formal proposal nor does it include any budgetary effects.

Sale of Insurance Across State Lines — The budget repeats a policy from last year allowing
individuals to purchase health insurance across state lines. While such a policy is promoted
under the pretense of competition, it may in fact be a way to evade state regulations that govern
the insurance industry and it is unclear to what extent the proposal maintains current consumer
protections. While the budget mentions this policy, it does not include a formal legislative
proposal or any budgetary effects.

Price and Quality Transparency — The budget asserts the Administration’s commitment to
working with medical providers, insurance companies, and business leaders to help consumers
obtain better information on health care prices and quality. However, the budget provides no
information on how it will motivate providers and the business community to publicly disclose
such information. While such information will be helpful, this is another component of the
Administration’s agenda to push costs and health care decisions onto consumers — an educated
consumer cannot replace the expertise of a medical professional in making health care decisions.
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Homeland Security

The homeland security budget spans approximately 20 agencies, the largest of which are the
Department of Homeland Security (47.7 percent of total resources), the Department of Defense
(28.7 percent), the Department of Health and Human Services (7.8 percent), and the Department
of Justice (5.6 percent). The largest amounts for homeland security are contained in Function
050 (National Defense), Function 400 (Transportation), Function 450 (Community and Regional
Development), Function 550 (Health), and Function 750 (Administration of Justice).

Overall Funding Levels

The Administration re-categorized some of the Department of Defense and Coast Guard
programs as homeland security. Consequently, the budget’s funding totals are approximately

$7 billion greater in each year than they otherwise would be. The President’s budget includes a
total of $58.3 billion for all homeland security activities for 2007, $3.4 billion more than the
amount enacted for a similar category of programs for 2006. These totals include mandatory and
discretionary programs, including homeland security funding for the Department of Defense and
homeland security activities that are fee-funded. The $3.4 billion increase is partially attributed
to the budget’s inclusion of increased aviation security fees on both passengers and air carriers.
The budget assumes collections over five years totaling $9.7 billion from these fees. Net
appropriations for domestic homeland security activities (a total that excludes all national
defense and international affairs funding as well as fee-funded activities) for 2007 total

$29.3 billion. The 2007 domestic total reflects a $1.7 billion (6.1 percent) increase above the
enacted amount for 2006.

Homeland Security Funding
(Billions of Dollars)

2006 2007 Increase % Increase

Total Resources $54.9 $58.3 $3.4 6.2
Mandatory Programs $2.2 $2.5 $0.2 10.0
Fee-Funded Discretionary Programs $4.1 $6.0 $1.9 45.8
Net Appropriated Programs: $48.5 $49.8 $1.3 2.7
National Defense (Function 050) $20.8 $20.4 $-0.3 -1.6
International Affairs $0.1 $0.1 $0.0 -29.4
Domestic Discretionary $27.6 $29.3 81.7 6.1

All numbers are based on OMB estimates. Numbers may not add exactly due to rounding.
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Program Highlights

First Responders — The budget includes a total of $1.7 billion within the Department of
Homeland Security for first responder funding, which is $573 million (24.9 percent) less than the
amount enacted for 2006. Within this total, the budget decreases firefighter assistance grants by
$355 million and eliminates all funding for law enforcement terrorism prevention, a reduction of
$385 million. These decreases are partially offset by an $87 million increase for formula-based
grants and an $80 million increase for specific high-threat urban areas. For the Department of
Justice, the budget again proposes elimination of the Justice Assistance grant program — a
reduction of $388 million — and cuts $412 million from the Community Oriented Policing
Services (COPS) program compared with the 2006 program level. The cut to COPS includes a
$371 million reduction in new appropriations for the program and a proposed increase in
unobligated fund rescissions totaling $41 million. See Function 750 for a detailed discussion.

Port Security Grants — These grants were authorized as part of the port and maritime security
legislation signed into law in November 2002. Port security grants from the Department of
Homeland Security provide funds for port agencies to install the fencing, surveillance
technologies, and other measures needed to prevent terrorists from gaining access to docks and
other port facilities. The President’s 2007 budget once again does not include any funding for
grants to port authorities for security upgrades. However, the budget does include $600 million
in grants to supplement state and local infrastructure protection efforts, which could potentially
include port security measures. In 2006, the President proposed the same measure. Congress
rejected that request and provided $173 million in port security grants for 2006. The Coast
Guard reports port physical security needs of $4.4 billion over ten years.

Increase for Health Homeland Security Activities — Health-related homeland security
activities are spread across the Departments of Health and Human Services, Homeland Security,
Labor, and Agriculture. These activities include: protection of the nation’s food supply;
preparation against potential bioterrorism attacks, including development and procurement of
vaccines; research to develop countermeasures; and preparations for public health emergencies.
The budget provides $4.6 billion for health homeland security activities, a $279 million

(6.4 percent) increase over the 2006 enacted level. The biggest items are biodefense research at
the National Institutes of Health and grants funded by the Centers for Disease Control for state
and local preparedness activities

Transportation Security Administration (TSA) — The TSA budget provides $6.0 billion for
2007, an increase of $132 million (2.2 percent) above the 2006 enacted level. In addition, the
President’s budget increases airline security passenger fees to cover 70 percent of core aviation
security costs. The budget replaces the current fee system with a single flat security fee of $5.00
for a one-way trip. This will raise $9.7 billion over five years (2007-2011).
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Coast Guard — The President’s budget provides $8.4 billion for the Coast Guard. This funding
level represents only a 0.3 percent ($22 million) increase above the 2006 enacted amount.

Customs and Border Protection — The budget includes $6.6 billion in appropriated funding for
U.S. Customs and Border Protection at the Department of Homeland Security, $647 million
(10.9 percent) more than the 2006 enacted level. Most of the increase is for hiring, training, and
equipping 1,500 new border patrol agents. The Intelligence Reform and Terrorism Prevention
Act called for hiring 2,000 new border patrol agents. Customs and Border Protection consists of
the inspection forces of the former Customs Service and the former Immigration and
Naturalization Services, the Agriculture Quarantine and Inspection program, and the Border
Patrol.
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Economy

The Economy Under President Bush Is Still Soft on Job Creation — President Bush’s claims
that the economy has produced outstanding employment growth are unfounded. In fact, his
Administration’s record on job creation in the first term is the weakest of any President since
Herbert Hoover. Most of the job growth that has occurred under the President’s tenure has been
from the public sector; private sector job growth has been weak over the past five years. Since
January 2001, just 1,054,000 private sector jobs have been created, an increase of less than one
percent. This growth rate is far below the expected rate during an economic expansion.

Stagnant Earnings Reveal No Improvement Wage Growth Under Clinton Far

for Workers' — After adjus.tlng for inflation, Exceeds Wage Growth Under Bush
worker earnings have remained stagnant over

the past five years. Since January 2001, real
average weekly earnings have increased by less
by one percent for private sector workers,
reversing a steady trend of gains by workers
prior to January 2001. In the five years before
President Bush assumed office, real average
weekly earnings increased by nearly 8 percent —
indicating that the rate of growth in the latter
years of the Clinton Administration was nearly
ten times the rate of growth under President
Bush.
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President Bush’s Economic Policies Have Hurt
the Typical American Family — The typical
American family has experienced a decline in
real income over the Bush Administration, 46500
meaning it has less purchasing power today than

Typical Family Income Decreases
Every Year Under Bush
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This budget presents no efforts to reverse this
trend.

Tax Cuts Are Not Responsible for Economic Growth, as the Administration Claims — The
Administration has consistently claimed that its tax cut agenda is responsible for the arguably
positive economic environment. However, economic growth since the implementation of the tax
cuts has failed to match CBO’s estimate of economic growth without the tax cuts, and wages and
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income have remained stagnant. Also, real business investment — which tax cuts supposedly
stimulate — lags even farther behind its usual recovery pace. Since the economy last peaked in
early 2001, real business investment has risen only 9.4 percent, far less than the growth averaged
in preceding business cycles. Moreover, academic evidence — including studies by CBO, the
Brookings-Urban Tax Policy Center, and the Congressional Research Service — shows that tax
cuts, when financed by additional borrowing (as they are currently), lead to depressed economic
growth over time. While the Administration argues over whether its tax agenda has stimulated
economic growth, it is clear that the tax cuts have depressed revenue and deteriorated the budget
outlook.
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Budgetary Gimmicks

The President’s budget is full of gimmicks and budgetary sleights of hand which make the
bottom line look better.

Support General Ideas But Cut Funding for Programs — In his State of the Union message,
the President recognized the responsibility of government to provide health care for the poor and
elderly. Yet his budget includes premium increases for Medicare, cuts to the Medicare and
Medicaid programs, and health savings accounts that shift health care costs to individuals. The
President professes strong support for math and science education programs while his budget
makes it harder for students to attend college.

Promise One Thing, Deliver Far Less — The Administration’s budget makes impressive claims
about the American Competitiveness Initiative, but over three-quarters of the $5.9 billion
provided in 2007 is for the renewal of the Research and Experimentation tax credit. The
Advanced Energy Initiative calls for a 22 percent increase in clean-energy research at the
Department of Energy (DOE), but DOE’s total budget is cut by $385 million (1.8 percent) from
the amount provided for 2006.

Omit Second Five Years of Numbers — For the fifth time, the Administration provides only
five years of numbers. When presenting the 2002 budget, the Administration used a ten-year
window that showed long-term surpluses to justify large tax cuts. Now, when the effect of those
tax cuts over ten years plunges the budget into chronic deficit, the Administration leaves out the
second five years.

Deficits Much Worse than Administration Acknowledges
Unified Deficit in Billions of Dollars

2007-

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2016

Bush Budget -354 -223 -208 -183 -205

Bush Budget
Including -386 -308 -313 -294 -329 -342 -401 -442 -484 -556 3,857
Omitted Items

Ignore Your Way to a Better Bottom Line — The Administration leaves key agenda items out
of its budget. Repair of the alternative minimum tax and the cost of ongoing military operations
have routinely been understated or omitted altogether. This year, the President includes in his
budget the cost of his plan to privatize Social Security, a one-year patch for the AMT, and

$50 billion for war costs for 2007. This partial accounting is an improvement over the previous
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track record of omitting items completely, but the five-year deficits in the President’s budget are
understated by $458 billion because of this incomplete picture.

Impose New Taxes, Disguise Them As User Fees — The President’s budget includes

$47.2 billion in user fees — stealth tax increases — many of which Congress has rejected in the
past. These new fees include items such as requiring certain veterans to pay enrollment fees for
medical care and charging fees for meat safety inspections. Every one of the President’s budgets
has included billions of dollars in new fees and user charges, and each year the amount of new
fees grows.

Use Artificial Baseline to Mask Full Cost of Tax Policies — The Administration minimizes the
full effect of its tax proposals by incorporating $179 billion of the total pricetag into its adjusted
baseline. A “baseline” is a measure of deficits before any action is taken, or what would happen
to the budget if it were put on auto-pilot. By changing the baseline in this manner, the
Administration artificially makes the full effect of its policy on the deficit appear smaller. In
truth, the Administration’s budget worsens the deficit by $413 billion over five years, even
before including the omitted items, such as further costs for the war and repair of the AMT.

The President’s Budget Makes
the Deficit $413 Billion Worse

Tax Policies 285 Billion
Defense Supplemental 89 Billion
Social Security Reform 82 Billion
Defense Appropriations 74 Billion
Hurricane Supplemental 12 Billion
Non-Defense Appropriations Cuts -115 Billion
Mandatory Program Cuts -66 Billion
Debt Service 52 Billion

Total Eff;;:g?c:g ﬁt:]f Deficit, $413 Billion
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Budget Process Proposals

The President’s budget includes a number of provisions that, if enacted or enforced, would
dramatically change Congressional consideration of budget-related legislation and that have
serious long-term consequences for the budget. Following is an overview of the President’s
proposed changes.

Budget Enforcement for Entitlements that Ignores the Impact of Revenue Losses — The
Administration proposes several rules addressing the impact of mandatory spending on the
deficit and the long-term obligations of major entitlement programs. These rules, however, are
short-sighted because the Administration does not address revenue enforcement and therefore
ignores how tax cuts contribute to deficits. The proposed rules are summarized below.

o One-Sided PAYGO Rule — The Administration proposes a rule requiring that increases
in mandatory spending be offset by mandatory cuts. The rule would be enforced through
sequestration of mandatory programs. In actuality, the rule is a one-sided Pay-As-You-
Go (PAYGO) provision that applies only to entitlements and ignores tax cuts.

PAYGO provisions were adopted under the Budget Enforcement Act of 1990 (BEA) and
expired in 2002. The BEA’s PAYGO provisions required that tax cuts as well as
increased mandatory spending be completely offset by either tax increases or by
decreases in mandatory spending. PAYGO was enforced through sequestration of
mandatory programs. The Administration’s proposed rule guts PAYGO because it
provides budgetary enforcement solely on the spending side, offsetting mandatory
increases with mandatory cuts. Under the proposed rule, tax cuts would not have to be
offset by tax increases or mandatory reductions. Additionally, mandatory increases could
not be offset by tax increases.

PAYGO rules under the BEA have been widely credited with helping to convert massive
deficits into record surpluses during the 1990s. Unlike the PAYGO rule under the BEA,
the proposed rule fails to recognize that fiscal discipline means constraints on both
spending and tax cuts.

o Point of Order Against Expansions in Entitlement Programs — The budget proposes a
point of order against legislation that expands major entitlement programs including
Social Security, Medicare, federal civilian and military retirement, veterans disability
compensation, and Supplemental Security Income. Other entitlement programs would be
included once actuarial estimates are available for those programs.

o Reporting Requirements for Legislation Expanding Entitlements — The budget
proposes a rule requiring the Administration to report on enacted legislation expanding

certain entitlement programs.
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o Automatic Cuts in Payments to Medicare Providers — The budget proposes a rule that
would impose automatic cuts to Medicare once trustees issue a warning that general
revenue Medicare funding is expected to exceed 45 percent of Medicare’s total
expenditures. Under the proposal, payments to providers would be cut by four-tenths of
a percent in the year the threshold is exceeded and grow by four-tenths of a percent every
year the threshold continues to be breached.

o Pay-As-You-Go Rules for Administrative Action Proposals — The budget also proposes
an unprecedented rule that would require agencies to provide offsets for any
administrative proposal that would increase mandatory spending.

Discretionary Spending Caps — Discretionary spending caps were first established under the
BEA in 1990 to limit appropriations, with automatic adjustments for a few items such as
emergencies. The caps were enforced through sequestration of non-exempt programs. The
discretionary spending caps were extended twice and expired in 2002.

The Administration proposes to reinstate discretionary spending caps for years 2006 through
2011 at levels of appropriations in the President’s budget. The budget proposes separate defense
and non-defense caps for years 2006 through 2008 and merges the two categories for years 2009
through 2011. The budget creates a separate transportation category for years 2006 through
2009. The budget also proposes cap adjustments for certain program integrity initiatives that
monitor payment and tax fraud. For a discussion of the effect of these caps, see Appropriations
Overview.

Altered Baseline to Mask the Cost of the Administration’s Tax Cuts — Baselines are budgetary
projections that estimate federal spending, revenues, and deficits/surpluses for fiscal years based
on enacted policies. The budget proposes that CBO and OMB assume in their baselines the
extension of all tax cuts expiring under the Economic Growth and Tax Relief Reconciliation Act
of 2001, and certain tax provisions expiring under the Jobs and Growth Tax Relief
Reconciliation Act of 2003. Under current scoring rules, these tax provisions expire in the
baseline at the time they expire in law. That is why CBQO’s ten-year baseline forecast shows the
deficit eventually disappearing after the tax cuts expire in 2010. This proposal is problematic
because it masks the budgetary impact of making these tax cuts permanent. Under this change,
CBO and OMB would be required to show the cost of legislation to extend the tax cuts or to
make them permanent as “zero.” In reality, CBO estimates that extending the tax cuts and
making them permanent would cost almost $1.7 trillion over the next decade.

Joint Budget Resolution — Under current law, the Congressional budget resolution is an annual
concurrent budget resolution that does not go to the President for his signature. Instead, it is an
internal document governing Congressional budget decisions. The budget proposes that
Congress enact a joint budget resolution that would require the President’s signature and be
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enforced by sequestration that would require across-the-board cuts to offset spending above the
budget totals. Opponents of joint budget resolutions argue that this proposal skews negotiating
power toward the Administration by allowing the President an opportunity to veto Congressional
budget priorities. In addition, critics add that tax and spending bills might be delayed since
enactment of the budget resolution would present such high political stakes. Additionally, the
joint budget resolution could be used as a vehicle to enact non-budget related items.

Biennial Budgeting and Appropriations — The budget includes a proposal to adopt budgets and
appropriations every two years, in odd-numbered years, with the even-numbered years devoted
to enacting authorizing legislation. Under current law, Congress adopts a budget resolution and
enacts appropriations on a yearly basis. Biennial budgeting proposals have been defeated with
many arguing that Congressional oversight may be weakened if programs are appropriated half
as often. In addition, constant and significant changes in budget estimates may cause policies to
become outdated by the second year. Also, biennial budgeting may lead to even more
supplemental funding, which is routinely held to less scrutiny. Since the current Administration
has been in office, ten supplemental bills have been enacted under the current yearly budgeting
process. Finally, it is ironic that this budget proposes biennial budgeting but includes account-
level detail for only one year, not two years or the usual five or ten years covered by previous
Administrations.

Line Item Veto — The Line Item Veto Act of 1996 gave the President authority to cancel new
spending and limited tax benefits. The United States Supreme Court ruled the Act
unconstitutional in 1998. The Administration proposes a constitutional line-item veto that would
grant the President authority to rescind new spending only, not tax benefits. The savings from
the cancelled spending would be applied to deficit reduction.

Automatic Continuing Resolution — The budget proposes an automatic continuing resolution
to prevent a government shut-down if neither a regular appropriations measure nor a temporary
continuing resolution is in place after a fiscal year has begun. The proposal would automatically
fund programs at the lower of either the funding levels in the President’s budget or the funding
levels enacted the previous year. This proposal could encourage Members of Congress who
favor spending cuts to oppose regular appropriations bills that include higher levels of fun